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PREFACE

This report represents an attempt at providing an explanation of
what factors should be considered in any process involving the decision
of cable television ownership. While it purposefully attempts to avoid
predictions by the very nature of the subject matter covered herein it
takes a "low profile advocacy position' in behalf of those citizens in
American society who tend to derive fewer benefits from anything old
or new. These citizens are usually poor and/or members of minority
groups.

Like many reports before, this effort suffers cf necessity from the
uncertainty and newness of the communications medium it seeks to describe
or explain, and the beneficial usage it seeks to advocate. Yet, it
differs or deviates from other such reports in that it seeks to address it-
self to policy factors which should be considered by muticipal decision-
makers  who presently have the task of regulating the use or ownership
of cable television through local ordinances and franchise agreements.
Also, unlike other reports, the manner in which the subject matter is
presented indirectly places specific emphasis on the potential of cable
television in promoting the First.Amendment's purposes and interests of
freedom in diversity and expression in order that an informed public may
cope with the exigencies of their period.

This report reflects the attitude of speculative futuristic amazement
- as well as-the sincere aspirations of many who have become activists of
cable television as a "problem-solving" communications medium.

It is certain that cable television is beginning to create a public
interest, public access video tape revolution. Neil Hickey, in his Notes
from the Video Underground (printed as a two-part series in T.V. Guide,
commencing in December, 1972), calls it "he new television for the
1970s," and describes how it has already engaged the talents, energies, and
imagination of people who never dreamed they might themselves become creators
of programs instead of remaining mere passive receptors.

" As to be expected, Parasonic, Ampex, Akai, Sony, Bell and Howell, and
other "manufacturers of TV cameras are assisting in adding to the number
of enthusiasts. Two recent technological innovations make possible the
alternate media movement: the portable, inexpensive TV camera, and the
video synthesizer. The Sony Corporation introduced its light-weight (22
pounds), low-cost ($1500), fully portable,battery-operated television system
utilizing half-inch reusable video tape in 1968. 1This has had considerable
impact on the economic considerations for entering into film making. Pre-
viously it cost roughtly 110 dollars for 30 mirnutes of black and white
film with magnetic soundtrack proposition, but now can be considered for
approximately $12 to $15 per 30 seconds on video tape that records sound
right onto the tape, requires no processing, and is reusable.

Such impact on economic considerations has motivated campaigns of
activists such as Ms. Red Burns and Professor George Stoney. As Directors
of New York University's Alternate Meuia Center, they have developed new




visual literacy among people who want to create programs for the Center.
Open Channel, another New York nonprofit group directed by Ms Thea

Sklover, has the more specific aim of making public access a reality.
California also has its organizations vying for their position in the
alternate media, particularly in the northern part of the state where an
*umbrella™ organization representing minority group interest has fostered a

venture with a private operator for a state-wide public access cable
television channel.

Perhaps the bvest known advocates of minority interests in "over-
the-air" broadcasts,and cable TV are the Black Journal (a New York based
organization which is America's only Black affairs TV broadcaster).angd an
afrfiliate of the Public Broadcasting Service with its 230 public TV
stations across the country. The Washington, D.C., organization BEST
of the Urban Communicator, whose primary spokesman, Ted ledbetter and
William Wright, seems to have focused its interests primarily on cable
television recently.

this paper is a report out of a committee which has been engaged
more directly in local Southern Califernia activities, specificially the
San Gabriel Valley. Consequently, the report, which is basically the
product of the franchise subcommittee of the San Gabriel Valley Public
Cable Council, is limited in scope, but is designed to meet the needs of
the municipalities, of the community organizations, and private and public
educational institutions who are member-participants in the Council.

Special acknowledgements go to Dr. Louis C. Riess for his painstaking
work with the Council and the insights 1e brought to this final report; to
Ms. Angela Pickett of the Beverly Hills Bar Association Law Foundation for
her legal researchj and to Harold Horn of.the Cable Television Information

Center in Washington, D.C., who was particularly helpful in reviewing the
final draft.

Special gratitude is given to: Roger Storey from the City of Glendale,
and James Buell, Research Analyst for the City of Burbank, for their
comments on the Municipal Ownership Section; and to uohn Calvetti of
Optical Systems Corporation, Ray Cadei of the City of El1 Monte, and
Roderick McIver of the Greater Los Angeles Urban League for their aszistance
with the Private Ownership Section.
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I. STATEMENT OF PURPOSE

The advent of cable television along with its attendant implications. -
political, social, technological, aﬁd financial-~-has by and lerge taken
municipalities by surprise. This fact is simply explained: local

decision makers are faced with the responsibility of regulating a new

~~.technolog§ which is capable of generating a vast array of social services

but without the benefit of adequate information about this complex

comminications medium.

v Municipal governments must Be equipped with objective informétion
regarding cable communications medium for several reasons:
- 1. To be in a position to evaluate the information provided by
prospective franchisees. 2/30%
2. To initiaﬁe their own plans for developing a cable system.

3. To make appropriate decision in developing a regulatory framework

in which a system responsive to the public interest exists.

The purpose of this paper is to identify and provide information
and factors which should be taken into consideration by a municipality
in its development of policy regarding the ownership, franchising, and

ordinance issues involved in cable television.

*Footnntes refer to the Bibliography, with the first number denoting the
specific bibliographic source, the second denoting the page number
of that source. -



IT. INTRODUCTION

In an ideal situation, planning for cable television would begin
as a nrudent anticipation of the future and not as a reaction to sudden
political pressures for granting a franchise. All too often, however, the
initial step in the planning process is launched by the announcement that a
commerclial firm is seeking information regarding the community's TV
franchise.

It should be stressed that the form of ownership of a cable system taken
alone does not necessarily dictate the presence or absence of public interest
criteria. Following a thoughtful identification of some public interest

criteria, Walter Baer, in the Rand Cable Study for Dayton, Ohio, pointed out
that

<. many of these features (certain enumerated public
interest criteria) conflict with one another. 1In a
franchise competition...the trade-offs among them
must in the end be determined by the value judge-
ments of the decision maskers.

A more important point is that most of these value choices are
independent of the form of ownership. The trade-off between lower sub-
seriber fees and more expensive local origination facilities must be made
whether the cable system is owned by a large corporation, a nonprofit group,
or the city itself. Benefits for the public from cable will be determineg/lO g
as much by the terms of the local franchise as by the form of ownership. -

The fundamental questions raised for the decision-makers of municipal-
ities will focus on ?g) the feasibility of financing a publicly owned
system which is committed to providing public services, and (2) the
feasibility of having a profit-oriented private franchise without loss of
public services.

The form of ownership of cable communication facilities in a city
fundamentally hinges on the threshold question of what the city and its
citizenry want and expect from the communications system of the future.

Will the desired system be an essential municipal service, or will it be

a private business? The question involves an analysis of a number of

other questions. What kind of system is desired? What services should

the system provide? Will the system emphasize public services? Is it a mean-
ingful source of revenue? Is it viewed as a ancillary benefit to the

city, both now and in the future, or as potentially the cornerstone upon

which municipal services will be organized?

Generally, division of responsibilities in the provision of cable
television service had been twofold: (1) the franchising authority as
regulator (in conjunction with the FCC), and (2) the franchised system
operator as owner, operator, controller of access and program content,
and producer of programs. This arrangement, however, is not the only
way in which these functions can be performed.




The franchising authority's primary interest is in assuring that
high quality service is delivered to all subscribers, in maintaining
reasonable rates and in seeking the system utilized to advance the
public good. These objectives could be achieved through any number of
system ownerships discussed in this paper.

Cable television is not automatically accompanied by social benefits;
the worth of the system also depends upon such considerations as the imag~-
ination devoted to the programming and the willingness to commit resources.

The decision-making process employed in selecting any form of owner-
ship among several alternatives cannoB/BS an arbitrary one. An exam-
ination of all available information by a municipality is necessary
regardless of which form of ownership is ultimately selected.



III. FACTORS OF PRIVATE OWNERSHIP

A. Introduction

Private ownership of cable television franchise and systems connotes
simply the fact that government does not own the cable system. It is
generally accepted that private ownership conversely implies ownership and
operation by a multi-million dollar corporation of national scope. However,
there is more than one form of private ownership possible. There are
smaller cable companies which are controlled by local business groups and small,
reglonal corporations.

The financial power of a national corporation and the legal resources
avialable make it difficult for a city to deal with them on an equal basis.
Simply, there is an inverse relationship between the size of a corporation
and the amount of influence a city can exert on it. A $2 million investment is
less important to a corporation with $200 million in assets than one with
$20 million. There are smaller, less powerful corporations in the CTV field
which could be easier to deal with than the larger, wealthier concerns. It
is also possible in some places for local investors to generate the capital
necessary to establish a community-based cable system.

The private form of ownership does not, however, preclude the necessity
for work on the part of a municipality, nor does it necessarily preclude the
public interest being served. The form of ownership is only one factor in
a complex system. Citizens could be equally benefited by a well constructed
and utilized private system as they would by a well operated municipally
owned system.

Presently, there are approximately 18 municipally owned and operated CTV
franchises, about 60 nonprofit groups that are community controlled, and some
5000 franchises owned by profit-making corporations. About half of these are,
for the most part, small fringe area franchises; the remaining franchises
granted for the period 1971-73 in nonfringe areas are owned by the larger cable
television companies.

In the old fringe area operations of 1948-1972, the service was simply
the rebroadcasting of existing TV signals into fringe areas to provide or
improve reception. The system was simple and easy to operate. Market
penetration was high, and the system could be constructed for as little as
$60 per subscriber. The franchises were almost exclusively owned by private
enterprises, and in most cases, generated large profits.

New FCC regulations now make it economically feasible for CTV to invade
the nonfringe areas and openly compete profitably with the broadcast TV
industry. This has resulted in the awarding or application for an additional
5000 new CTV franchises in the past two years, twice the number of operational
franchises developed between 1948 and 1970.



Cypress Communication Corporation's venture in Southwest Dayton, Ohio,
is an example of a locally based effort by a major corporation. Citizens
Cable Corporation, was established to provide minority participation in
the organization's management and contract relationships. This minority
group organization will progressively gain power and finally ownership of
the system as the loan is paid through the use of accured profits.

This 18 not the only possible form of community ownership, but it is
one form which 1s being tried. Some type of community based ownership
ultimately might prove to be most useful to the municipality 1nvolved
and, Jjust as important, most beneficial to its citizens.

A private-ownership franchise does not 1ift from the granting city
government the respon31b111ty of studying and analyzlng cable television.
The FCC still requires the local agency to be the prlmary regulatory agent
of CTV. Regulation of even a small local system requires an involvement of
staff, time, and money. Furthermore, if a city hopes to acquire concessions
for public service in the letting of a franchise to a private firm, it will
require as much work as the establishment of a municipality owned system.
If there is not an extensive amount of research completed prior to the
bargaining phase of the franchise process, the city council will be operating
in the dark.

In order to be in the proper bargaining position, there, the city council
should have market studies and demand estimates at their fingertips. They
should have an idea of what the community wants or could use from cable TV.
They should know the educational uses of the proposed system. The potential
uses for city government should be understood. The costs of various packages
of services proposed have to be estimated. The ability of the proposed
franchise area to support various services at a profit-making level must
be ascertained.

This type of information is critical to the development of an intel-
ligent franchise agreement. Only when a city councilman has a clear idea
about the specific needs and economic ability of his city can he deal
effectively with a CATV corporation. Being able to point out in the bid
specifications the most desired services in order of priority and how they
can be financed will greatly enhance the power of a city's demands.

The private owner might be a local corporation formed soley for cable,
an existing corporation involved in some other local enterprise, or an
multiple system operator (MSO). A franchise might be grated to provide an
opportunity for minority groups to develop a neighborhood profit enter-
prise in one or more franchise areas.

Presumably, these incentives could be enhanced if the city were to
franchise local corporations with a stake in the community, such as an
existing local enterprise or a new minority group corporation. On the
other hand, a nationally based MSO with more resources for technical
development of new services might be in a better position to offer services
which pay for themselves.




At this time in the development of C1V, the emergence of a few large,
well-financed corporations with the ability to invest large sums in
programming and services, appears most likely to generate innovations with-
in the industry rather than retarding them. However, this doesn't preclude
larger cities with both capital ard teechnical resources from providing equal
services.

B, Advantages and Disadvantages of Private Ownership

The private form of ownership works to the advantage of the commnity
within certain guidelines. The first of these is that the community
must take an active interest in all aspects of the franchising process.
Secondly, important is the fact that the corporation rmust have a satis-
factory record of performing well in past agreements. With these two
conditions met, a city can expect to ettain a favorable private ownership
franchise agreement.

Meeting the first guideline would assure that an intelligent, beneficial
franchise ordinance would be designed. A successful franchise is dependent
on input from all segments of a community. Early involvement by the business
community, educators, students, parents, churches —-- in short, all the social
groups -~ should be encouraged by bLlie licail governmental unit. Economic
analysis coupled with these social inputs should result in the design of a
desirable and feasible ordinance proposal, insure the protection of the
community's interest in the development in a comprehensive franchise ordinance,
and would also increase community acceptance and use.

Meeting the second guideline is vital and more difficult. Many corp-
orations view present FCC guidelines as maximums rather than minimums. This
attitude could make it difficult to gain any concessicns from potential
franchisees. A more serious aspect of this same problem is that portions
of franchise agreements exceeding FCC guidelines might be deleted by the
FCC during the certificate of compliance reviewal.

‘The franchising process, therefore, is threefold. First, a city must
find a corporation willing to sacrific: immediate profit for long-term gains
accruing from improved comnunity relations. Second, FCC approval of the
agreement must be gained. The third asioc! is to insure corporate com-
pliance of contract provisions during the franchise length.

Presently, there is still some speculation as to what the FCC will
approve. However, it is quite likely that a commitmant of private local
monies to CTV projects could aid efforts to gain public service concessions
from the franchisee. If enough meney is invested, local shareholders could
exert a strong influence on policy decisions of the corporation in terms of
their municipality.

A
e

The problems, however, of the private ownership approach should not be
minimized. It must be understood thai a corporation is operating within
a profit motivation. This frequently leads to a different view of public in-
terests manifested most obviously in the orientation to mass audience
appeal programming rather than specifically aimed local programs. It is un-
likely that wide appeal entertainment programs will do much to solve un-
employment problems or alleviate educational deficiencies within a c¢ity. |

L
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CTV is a high-risk ogeration and the interest rate on capital forces a

private concern to be highly sensitive to programming costs and returns.
program that gencrated low viewer interest is simply uneconomical.

A
This

type of program, however, would be uneconomical for a municipally owned

system also.

A muicipally owned systea could cubl some of the costs, but

it is doubtful that they could cut them significantly given comparable

quality.

Under the private ownership system, the citizens would be fully

aware of the costs of the services they received and could express their

approval through subscription demand level.

It should be re-emphasized that the private ownership model is only

one alternative and only beneficial within certain constraints.

A city

should be prepared to study other forms of ownership or the limiting con-

straints cannot be met.

Private ownership should not, be looked upon

as a way to relieve the city administration of the work required it estab-

lish a CTV system.

Nor should it be approached as the ideal system.
ever, neither is it inherently unworkable in a public service context.

How-
Its

feasibility and usefulness hinges on the effort put in on the local level

and the cooperation of the owners.

1. Public Interest Factors:

Advantages

1. The city need not involve it-
self in the political issues
germane to a municipally owned
system.

The short run political costs of
gaining special programs for tha
poor and minorities through cable
may far outweight their advantages
in the eyes of the politician. This
is particularly true if a private
firm is willing to provide similar
public service benefits.

An informed municipality can de-
sign a franchise that would gain
concessions from the cable industry
and work to the advantage of the
community. Much of the blame for
franchise agreements detremental

to the public interest can be laid
with the granting municipality, not
the corporation.

. It is possible for a municipality
to fashion c¢riteria for franchise
awards and actual franchise con-
ditions so as to approximate the
level of services which would be pro-
vided by a public entity.

1.

2.

Disadvantages

If the city does not examine other
forms of ownership, it will be in-
adequately informed when dealing with
private companies.

Many proposals of private prospec-~
tive franchises indicate a view of
public service which is unimaginative
and myopic and makes minimal commit-
ment in the area of public interest.

Private ownership by profit seeking
entities (many time large corporations)
i likely to focus on programming
development for mass audience appeal,
instead of substantially directing re-
sources into programming which is re-
sponsible to the true need and social
problems of the communities which they
service.

Commnity access chanuels presently pro-
vided in cities having cable TV are, with
a few notable exceptions, empty the
majority of available time. Educators
have feiled to moke comnittmente neces-
sary to utilize cable media as a major
teaching tool. OCities in tight

venue situations have been reluctant to
invest in public service programming.



5.

1.

2.

2.

Advantages

In the top 100 markets, FCC reg-
ulations require the providing of
one channel each to government,
schools, and the public. Proper
use of this channel space could
provide many of the public service

needs of a commnity without govern-

ment being involved in the entire
operational process of the system.

2. Financial Factors:

There 1s no need for the city to
raise money for capital outlay and
orerating expense.

City monies need not be vested in
a risk capital venture. It is un-
likely that a city would have sur-
plus dollars to invest in a cable
TV system that would probably not
return any money to city coffers
for several years.

Some municipal services could be
performed via cable, resulting in
operational savings which in the
long run could offset the cost of
construction.

Some city revenue would be gen-
erated through taxes, however,
the majority of these monies
would go to county, state and
federal agencies.

3. Operational Factors:

The city council would not have to
manage the construction and oper-
ation of the system.

Private MSO ownership could bring

greater management experties to oper-
ate the system and greater resources to
develop new programming and new services.

2.

2.

Disadvantages

The cost of private development.
and operational capital is much
more expensive than tax-free
municipal financing, resulting
in a higher cost to the system
users. '

Private corporations have to make
a profit, whereas municipal owner- .
ship could operale at cost or at
a small profit which could be
returned to the city treasury,
more than offsetting the loss of
local tax revenue.

The cost of local services leased
from the system owner would cost
more than if leased from a
municipally . ~wned system.

Profit making corporations owned
by interests outside the city
would remove profits from the
community instead of recycling
these funds.

Frivate ownership limits city
revenues to 3% of subscribers!'
fees and total revenues.

~

The 3% franchise fee would be too
small to adequately monitor the
system.

There could be difficulty in the
enforcement of the contract terms
between the franchisee and the
city. The typical enforcement



3. City would have less responsibility
in monitoring the system, any con-

sumer complaints and the utilization

of the public channel.

mechanism is the performance hond,
upon which the city would have to
rely in order to¢ insure system con-
struction. Therefore, the city has
the time-consuming problem of periodic
systems review and punitive devices,
such as punitive bonds for system
construction and operation. If these
alternatives are ineffectual, the
city is faced with the public process
of franchise revocations, In order
for the city to protect itself againsi
these processes and pursvant to a
schedule of fixed amounts designated
for specified violations of
franchise/ordinance agreements, the
erring cable operator is '"billed" by
the city diminishing the performance
bond by the appropriate amount. This
device is often complemented by the
ultimate sanctions of revocation of
the franchise or nonrenewal after the
term of the franchise has run.



IV. PUBLIC OWNERSHIP

A. Introduction

While there are some substantial differences between public and private
conceptualization of cable as an all encompassing telecommunications service
medium, the issue confronting municipalities does not have to be limited
to a choice between public and private development. Alternative measures
can be utilized to assure meaningful compliance with public need on the
part of private owners. This may, however, prove to be a task so difficult
as to force the issue back to a choice between public and priwnte ownership.
This is because many private companies which are now in the process of seeking
franchizes are extremely reluctant to provide anything above and beyond minirum
FCC requirements. 1In order to implement a public service plan which exceeds
some FCC requirements -- i.e., channel capacity - FCC approval is needed.

Many of the policy factors offered in support of public ownership as the
form.which will be most responsive to the need of the public rust be
evaluated in light of the particular fucts confronting a municipality. This
is mentioned not to negate the validity of these factors, but rather to
caution that each policy factor should be examined in depth in order to A
establish itc significance for each municipality. Further, it should be noted
that certain trade-offs may be involved in opting for public, instead of
private ownership.* But again, the weight attached to factors which will
actually be lost by selecting public ownership must be established with
reference to the particular prospective franchisees.and their respective
proposals.

5. Forms of Public Ownership

Should a city decide to opt for public as opposed to private development
of the cable system, a choice between public models (Direct ownership by the
municipality, nonprofit corporation, special public authority) and other
combinaticns of private and nonprofit groups.

With respect to all models of public ownership, terms governing the
coenstruction, operation, and maintenance of the system nust be set out, Just
as they are for private ownership. Such terms would be the equivalent of
conditions imposed on a private owner by means of a cable ordinance,and a franchise,
although the form in which they would be embodied might vary depending on the
mode of ownership.

C. Factors Favoring Public Onwershipz/ho‘h9

The cable television study committee, in its report to the Common Council
of the City of Detroit, identified the following factors which favor opting
for public ownership. The primary motivation in developing cable should be
the system's potential for becomlng the *"pervasive" communications medium for
the city and its residents.

10
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1. If substantial profits are to be realized at some point, the system
should be constructed by a public entity using profits to improve the system,
which could be done without foreclosing a role for private enterprise in operat-
ing the system.

2. Private need for profit would jeopardize the level of servicés
provided.

3. Comparatively speaking, public borrowing is less expensive than private
because the returns on puvlic bonds are tax-exempt, and thus a pudlic entity
could take advantage of lower interest rates. -

L+ Lower subscriber rates should be ensured through public ownerships.

5. Sensitivity to the interests of all citizens. Reasoning that the same :
need to maximize profits which in the broadcasting industry led to catering
to majority tastes will be operative in cable, the committee concluded that
there is a greater probability that a publicly appointed board would provide
more attractive and diversified programming and meximize public services
chan would a private entrepreneur.

6. Procursment of effective management and administration. The committee
acknowledges that satisfaction of these indices are a function of the
caliber of people who are recruited to manage the system, as well as the con-
cerns and interest of the organization's directors. One advantage under public
ownership would be the assurance that the ethnic and residency requirement of
management personnel would be more easily met.

7. Maximum incentive for creating and maintaining the highest level of
services for the city and its residents. Acknowledging the fact that it is
unrealistic to expect a private entrepreneur to be willing to defer profits
and immediately implement the variety of services recommended, the committee
claimed that a public entity with long-term financing can do so without
pressures from stockholders to return some profits during the early stages.

8. The public utility nature of the services performed. The realities of
the money market will dictate a private entrepreneur's need to obtain sub-
stantial returns to offset the risk he has taken, while in the case of a

public authority or nonprofit corporation, all that is required is to break
even. ,

9. Ability to financially withstand initial periods of low revenues with-
out long-term financing. It is not possible for a private entity to both
provide high service and defer profits. This fact is significant because
during start-up periods, subscriptions are initially slow, and funds are
required to pay expenses for operations.

10. Responsiveness to public concerns, and the caliber and guality of the
programming which might be provided on the cable. Private enterpreneurs have

11



almost no local origination experience, so there is little to suggest his
superiority over th:s public's. Finally, the committee asserts that a
public entity has more freedom to use revenues to improve services and
programming than a private entrepreneur who must obtain profits.

11. Both public and private forms must be able to meet operating aud
capital expenses through subscriber fees, a public entity specifically
committee to utilizing the cable system as a telecommunications medium
to serve the people would be more likely to ultimately direct its profits

<+ . . back into purolic service than would a private operator who would be

obligated to return profits to investing shareholders.*. ..., s

D. CTV Cost Factors for Hardware

The following hardware cost factors are based on information available
at the time of publication and reflect the cost of building the average
one-way distribution system, providing for both quality c¢olor fixed and
mobile production facilities.

1. Capital Cost Distribution Systenm

a. Ccble Feeder and Uine

(1) Cost of the coaxial cable, gauge 59; amplifiers, and
their placement along the street. Two estimates of
$6500 per cable mile, and $9000 per cable mile. The
above figures correspond to the estimated investment
cost of above-ground installation per mile cited in the
League of California Cities report.

(2) Underground cable lines could cost anywhere from $10,000
per cable mile and up depending on the type of street
construction.

(3) Trunk cable connecting the local antenna and broad-
casting facilities with the master control facility
at $12,000 per mile.

b, Master antenna and control facility or the main switching station
from which programs originate from local broadcast centers would
be sent to other local systems, approximately $150,000. (This
figure falls within the cost range described in the League of
California Cities report.)

¢. local antennas with more than one antenna being necessary, "due
to the inevitable deterioration of the signals as they are
amplified over the line," $40,000 per antenna at 150 ft.
height, with inflation raising the rate to $49,000 in five
years.

¥ 1/10-10
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2. Capital Cost for Programming

a. Professional color televigion studio using two Shibaden FP
1200 three-plumbicon television studio cameras, color film
chain, three ore-inch helical scan IVC color video recorders,
broadeast production switcher, announce booth, complete pfo-
duction console, audio reel-to-reel end cartridge recorders,
lighting, and all necessary hardware and cable. Basic hard-
ware and equipment includes:

(1) two FP1200 Shibaden Color TV Cameras. esveseese332,520
(2) two XX111 Rank-Taylor-Gibson zoom lenSseessss. 7,800
(3) two Hercules Pedestal with Cam-Link Head...... 1,400

(4) ones HV1100 Shibaden Film Chain Camera with
Automatic neutral‘ LI B R I LY Y B BN NN BN B RE B BN AR BN RN B B BN RE B 11'%

(5) one 5300 Series laird Multiplexer with Bell &
Howell JAN 16mm Projectors and a dual 35mm
projactor"'..‘v......‘....‘....ll.....‘.'l..'. ll’m
(6) one Visual Electronics Production N \
&’itcher, installed. T B I B B BN R BN B B R BN BY BN EE BN B R B AK N ] 15'000

(7) one complete Production Console with
individual camera picture and waveform
monitors, Rapid-Q cartridge recorder,
digital clock, patch bays, etCeeeesecssensssss 27,000

(8) one IVC870C one-inch color Video Recorder
with assemble and insert edit; and two
IVC825C one~inch color recorder with capstan
servo and record monitoring...cecececicercase 20,400

(9) Lot, Colortan Studio IightS...seeeceseeearcese 4,000

(16) Microphones, standst hardware, cable and
other items needed to complete color studio
system (price includes engineering, delivery,
installation, check-out, as-built drawings,
instructions with instruction manuals, and one-
year warranty on parts and labor, 90-day image
tubes and VIR heads)eesessrsssccsscssssccssess 19,290

TOTAL $149,410
b. Mobile Video Color TV Unit (self-sustaining)

Cost: $75,000 - $125,000 (varies as to type of
equipments.

(1) two HB1100 Shibaden color Cameras..ec.sss.s...$20,000

(2) tWO Cable MM lens lo tO l, mmﬂho----...... 2,2w

13



(3) two pedestal cam heads.conouococonnnnon.no.no l,m

(4) one visual electronic production
SWitChel‘-o--oo-o--no--.--..‘...-............. 8,&”

(5) one complete production console with
individual camera picture and waveform
monitors, Rapid-Q cartridge recorder,
digital cleck, patch boys, etCeveeerersresess 27,000

(6) one VC870C one-inch color video re-
corxer with assemble and insert edit.+eeese.. 20,000

(7) one VC825AC one-inch color recorder with
capstan servo and record monitoring..ecesseses 6,200

(8) stmio lightj-ng]d. S H 00 600 000 FO B AR OOOEEORNONOENN PSS l'sm

(9) Colortran studio 1ightSeseseescessssserresses 2,000

(.LO) MObile V&n powel‘o.--.--aoc--.-oo----o.--.aa.. h’m
(ll) Miblie van COSLessessvesveneocsncaoossaesetns l?’m

TOTAL $104,700
3. Other Cost Factors

a. Personnel costs for the distribution system are included in
the capital cost of the distribution system.

b. The capital programming costs are only for equipment (hard-
ware) and do not include the following cost factoras:

(1) lam

(2) building

(3) staff

(4) other related software costs

E. Engineering and Financial Projections 2/30, 1/2-1, 1/2-160

Engineering and financial projection studies should precede the ultimate
determination 5f which form, public or private, will be responsible for
developing a nunicipality's cable system.

Such studies are necessary in order to define prospective services the
system will offer and to decide whether an "acceptable level of services can
be provided under alternative modes of ownership.”* Based on the above reasons,
the Detroit cable study committee recommended that the city declare a moratorium
on all cable television decisions so that the city will be able to undertake
such studies.



1. Areas of Study

a. The demand, cost and benefits from the community, public access,
municipal and educational uses.

b. Software or prOgramming costs require initially to provide
the full rang: services.

c. Benefits, including cost savings, to the municipality through

" application of cable municipal services such as police and
fire protection, vocational rehabilitation, inspector monitoring
of construction work through mobile cameras, educational
programming, job information, police recruitment, etc.

d. The feasibility of having a private franchisee without loss of
public services, including a determination of the cost of such
services as channels for public uses along with the required
equipment and staff, funding of programming, training programs,
cost reduction for certain users.

e. Market analysis to determine the time~frame for subscriber
prnetration.

f. The possiblity of partially supporting the cost of programming
television aspects of cable through the allocation of funds from
gross revenues or revenues from advertising.

g. Evaluation of competing technologies and the complex1t1es of
installation.

h. Potential revenues from pay television and non-television uses
of the sytem, i.e. data transmission and alarm systems.

i. Feasibility of public financing through general obllgatlon
and/or revenue bonds.

. F. Financing Public Ownership

Public services cost mcney. Someone will have to pay the costs no
matter which form is ultimately selected by a municipality. logic and reason
strengly suggest that the someone will be the residents of the community to be
served. If a private entity owns the system and the city imposes the burden
of comprehensive public services as a condition of ownership, the public will
probably end up bearing the cost through higher subseriber fees. If the public
entity is responsible for development and operation of the system, the public
again must pay. Public ownership which will provide a multifaceted range of
public services increases the overall cost of the system. This is because the
amount of capital needed to develop such a system is jettisoned upwards. The
public monies which might be spent on more urgent needs are being diverted into
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the cable system. In addition, a more expensive system will create pressures

on a municipality to raise taxes or initiate new taxes to support the system.

This could mean that persons subject to a city's taxing power, but who are not
themselves cable subscribers, would be forced to support the system.

The feasibility of public financing should be the object of a com re-
hensive study undertaken by each municipality itself before making the
easy cholce of relegating the development of its cable system to the private
company sphere.

Given the overwhelming financial requirements of the new telecommunications
industry, it is no small wonder that the private profit-making concerns which
are more capable of raising investment capital (from the usual business
sources, banks, etc.) have dominated the ranks of cable franchise holders.

G. Requirements for Tax~Exempt Status (A Summarization of the Requirements
Discussed in the Detroit Study, p. 42-32)%

1. The corporation must engage in activities essentially public in
nature. This is satisfied if the corporation engages in something
which the city itself would have powers to undertake, and because
a city has the power to develop and operate a cable system, the
requirements would be met.

2. The corporation may not be organized for profit. However, organ-
ization for profit for the purpose of retiring indebtedness is
allowed. :

3. Satisfaction of the requirement that the corporate income must not

insure to any private person is met by qualifying under the state
law as a nonprofit corporation.

L. The state or political subdivision must have a beneficial interest -
in the corporation while the indebtedness remains outstanding, and
it must obtain full legal title to the property of the corporation
with respect to which the indebtedness was incurred upon the re-
tirement of such indebtedness. In meeting the beneficial requirement,
the city could be given the right to purchase the cable system at any
time for a price equal to the indebtedness, with all shares of the
corporation's capital stock or its membership certificates held in trust
for the city. Satisfaction of the city obtaining title upon retirement
of the indebtedness could be gpecified as part of the terms in the
articles of incorporation and/or both trust instrument.

5. The corporation and the specific obligations issued by it must have
been approved by the state or political subdivision.

* Additional variations of these requirements may appear in the various
states.

16



H. Social Policy Factors

1. Introduction

Since the major attraction and oft-cited advantage of public owner-
ship of cable TV is the commitment to public services both in terms of
programming for subscribers and in terms of employment and management
opportunities for local residents, the initial discussion of public owner-

ship alternatives usually is focused on an elaboration of social policy
factors., R

2. Failure in Meaningful Compliance with Public Need (Example)

The purpose of the following example is to provide an illustration of the
philosophical incapatibility of committment to effectively meet the need
for public service-oriented prograrming geared to be responsive to community

needs and problems and the commercially based prefit-oriented nature of private
ownership.

Several months ago, a major national cable company submitted an application
for a cable franchise to the appropriate municipal body in a large California
¢ity. The application was for the entire city area, with a separate request
for the area encompassing a Black community which represented almost 18 per-
cent of the total city population. The proposal for programming, while
setting forth plans to comply with minimum public access channel and over-
the-air television signal carriage requirements (as well as other FCC
minimums), emphasized enterteinment and sports program packages as its selling
point. Taken alone, this porposal does not seem patently offensive or violative
of the public interest. However, when the demographics of the Black community
to be served are examined, a much different assessment of the entertainment and
sports emphasis of the proposed '"service" emerges.

This particular Black community was not substantially different from poor
urban communities throughout the country in terms of its problems: grave un-
employment, inadequate educational opportunities, lack of adequate recreational
facilities, substandard housing, community-police relations problems, in-
sufficient health care facilities, swollen welfare rolle and lack of meaning-~
ful visibility of residents or their nroblems afforded by the new media,
especially television.

Cable television, of course, is technologically capable of providing
solution-oriented programming and services to meet many of these opportunities
for the residents of the community and thereby provide the system with sub-
scribers so essential to its survival. A focus on entertainment and sports seems
ludicrous when evaluated from the standpoint of community needs, rather than from

the perspective commercial profit and compliance with minimum FCC public interest
requirements.

Many enlightened commentators in responding to this basic incompatibility,
between meaningful response to public need and private ownership, have
articulated policy considerations which favor opting for public rather than
private development of a municipality's cable system.
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3. Specific Alternatives to Qwnership that Protects Minority Rights

The specific alternatives to ownership which would protect a minority
group's right to employment and responsive programming in a municipalitiy's
cable system include the following measures, proposed by the Detroit cable
TV study committee:

a. Designation of the construction and certain operating functions to a
special public authority or nonprofit corporation, the directors of which
would be residents of the municipality to be served and would reflect the
minority group composition of the municipality.*

b. Contracting or subcontracting out to local firms, including minority
firms system-wide functions which are the responsibility of the special
public authority of nonprofit corporations such as: solicitation of
advertising, obtaining programming for commercial channels, maintenance,
technological improvements, operation of the commercial channels, developing

local programming for the commercial channels, soliciting subscribers for
the system. **

¢. Decentralization of programming for the public, municipal and
educational channels achieved by the creating of cable districts, the
formation of which would be in part determined by ethnic group boundaries.

d. Requiring that all persons employed in construction, operation, and
maintenance of the cable system proprotionately reflect the racial and
minority group composition of the population of the municipality.®**

e. Requiring that the system operator not discriminate on the basis of race
and that the operator and those connected with construction, operation, and
maintenance of the system fulfill the affirmative requirements of the local,
state, and federal law relating to equal employment upgrading, demotion or
transfer, recruitment or recruitment advertising, layoff or termination, rates
of pay, and selection for training, including apprenticeship.*%**
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V. SPECIFIC FORMS OF PUBLIC OWNERSHIP

A. Municipal Ownership

1. Introduction

Thls diccussion of specific forms of public ownership will include
the following: municipal ownership; nonprofit organization; and special
public authority.

There are presently about 18 nunicipally owned cable systems, ranging
from one of 130 to one of 5,000 subscribers. It is apparent that most of
these systems evolved because television reception was inadequate or non-
existent, and private operators were either not able or willing to serve the
area. Now, municipal ownership is being considered by a number of cities
regardless of the availability of private investment funds, primarily because of
public interest considerations and expansion of potential uses of cable
television under new regulations.

~ The appropriateness-of municipal ownership of cable communications
facilities in a city hinges, fundamentally, on the threshold question of what
the city and its citizenry want and expect from the commnications system of
the future. Will the desired system be an essential municipal service, ow
will it be a private business?

The question involves consideration and analysis of a number of
issues: What kind of system is desired? Will it be primarily and entertain-
ment mechanism for subscribers? Is it chiefly a source of revenue? Is it
viewed as an ancillary benefit to the city, both now and in the future, or as
potentially the cornerstone upon which municipal services will be organized?

A system which is directly owned by a city could be operated (1) by
a ¢ity department or agency, or (2) by a private concern under a management,
contract from the city.

2. Organization

A city operating its own electric utility may have in existence an
organization capable of financing and handling installation and maintenance of
the cable television distribution system. Depending upon workload, some
installation work may be best accomplished by contract. Head~end and studio
facilities and equipment should be engineered and installed under contract
because of the specialized knowledge and experience regquired. Cities without
electrict utilities would have to establish an organization capable of installang
the distribution system, both overhead and underground.

Additional technically qualified personnel would- have to be hired to
maintain the electronic equipment in the head-end, studio, and distribution
system.

Most of the supporting services, such as financial accounting and billing,
personnel administration, engineering, and legal services, may be provided
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which cities are least familiar.

and c¢ustcmer relations.

entirely by the general government organization once sufficient training is
given to orient existing staff to any unique requirements of cable TV.

Program management 1is the challenge presented by cable television with

If a city is highly motivated to do its

own program management, trained and experienced personnel may be obtained if
competitive salaries are offered and an extensive recruitment is conducted.
The staff would have to include an experienced director of program management

to be effective.

Another approach would be to contraci with an established cable
TV company for program management services, ensuring that the public interest

is protected through specific guidelines built into the contract. The

management contract concept could be broadened to include expansion of the

cities without electric utilities.

distribution system, service connections, maintenance of the entire system,
This approach would be especially attractive to
Howewer, someone within the city government

should be assigned responsbility for close administration and monitoring
of the management contract, if adequate public control is to be maintained.

In the interests of economy, cities with electric utilities should make
every effort to absorb as many cable television functions as possible within
the existing utility gnd general government organization, with tne exception
of program management, which probably can be bhest accomplished under

management contract.

3. Advantages and Disadvantages of Municipal Ownership

a. Public Interest Factors

Advantages

1. It is possible to view cable communi
cations as essentially a municipal
service in the nature of a public
utility. Broadband communications
carries with it the use of cable for
essential municipal services (police

~and fire surveillance, traffic con-
trol, meter reading, and education,
including interactive instructional

techniques, interactive community in-

formation retrieval and computer as-
sisted instructions). This view of
cable emphasizes the public service-

public interest approach to cable with
the television and entertainment por-

tions of the cable communications
system viewed as ancillary.

2. Because it is tied more directly to
community, a municipality will prob-
ably emphasize the public service
nature of cable communications by:

% 1/10-10

Disadvantages

1. Cable investment may take needed
monies away from the other pressing
needs a city has in the provision of
essential city services. Bread-and-
butter issues, such as the deseg-
regation of the educational system,
reduction of welfare rolls, un-~
employment and the like, may have
greater priority for immediate

" redress than would the development
of a new communications medium
possibly taking many years to break
even financially.¥®

2..City ownership poses a possibility
that the city's competitive inter-
ests as an operator could conflict
with other communications modes in
the city, i.e. newspapers, radio,
and TV broadcasters.



" {a) building and maintaining a system

5.

~ ator.

of the highest possible quality and
flexibility; (bg attempting to achieve
maximum penetration, as close as
possible to 100 percent of all house-
holds; (¢) airing controversial pro-
grams aimed at informing the citizenry
and protecting their rights; (d) being

more responsive to users' needs and com~

plaints by striving to make reasonable
repairs and program changes as dictated
by public demand.

The city, as operator, would have the
option of increasing the FCC minimum
technical and channel requirements
without securing agreement from
another party to seek a waiver.

Municipal ownership will also make it
possible to take a more direct con-
trol in changing the system as com-
munity needs and demands change and
as technology advances.

There is considerable sentiment that
a municipally owned system will be
more innovative, more willing to ex-
periment with programming than a
private operator. (Proponents of this
view assume that motivation to provide
public service is stronger than the
profit motive.)

Municipal ownership may offer better
protection of free speech than private
ownership hecaise of minteipalities!
vuluerability to legal recourses for
failure to abide by the First Amend-
ment. Private owners are less
viulnerable to such contreol. The only
real recourse is the FCC and the
subscribers, who could disconnect.

The municipality could be a better pro-
tector of privacy than a private oper-
‘This conception assumes that

the municipality will have more citizen
involvement and control than would a

;private‘operator. e .
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3. Although the FCC hac absolved the
owner from responsiblity for such
matters as obsenity on public ac-
cess and leased channels, the gov-
ernment may be charged with the
responsiblity by the public, for
example the use¢ of profane language
on a channel during a presentation.
While the privete operator may
receive letters and some public
ridicule, the municipal owner is
more likely to receive demands that
such conduct be prevented.

4. Municipal ownership might increase
the possiblity of abuses of per-
sonal freedoms of speech, press and
privacy, as guaranteed by the U.S.
Constitution.

5. The potential of two-~way cable has
caused concern about the pright of
privacy. Many insist that imuni~3pal
ownership brings closer the 1984
concept of author George Orwell,
where personal rights and freedoms
are sacrificed to the interests of
"Big Brother! because of the pos-
sibility that the home of the viewer
could be more easily monitored with
two-way cable.

6. If the municipality owns and/or
operates a cable communications
system and provides local news with
or without editorials, the govern-
ment becomes a potential official
community voice and will possibly
make ambiguous the notion of a free
and independent press.

7. Many current, minicipal systems (e.g.
police protection and trash col-
lection) are often criticized as
inefficient and not necessarily
in the public interest. : .




b. Financial Factors

Advantages _ Disadvantages
1. Municipalities and private non- 1. Financing a modern cable system 3n-
profit organizations are in a better volves heavy capital expsnditures
position to tap sources such as during the first years of con-
federal and state governments and struction and operation. Moreover,
foundations for research and ‘ low intial operating revenues
demonstration funds. L normally result in a negative cash

flow in early years.
2. Municipal governments can borrow

monies at much lower rates than 2. Notwithstanding the ability of a
commercial operators reducing the city to issue revenue bonds or gen-
cost of system construction. eral obligation bonds, several
hurdles must be overcome: federal
3. Cities empowered to issue general tax restrictions which present a
obligation bonds or revenue bonds * c¢rucial consideration. The ex~
with a secondary pledge can usually be istence of certain federal tax
marked at lower interest rates than restrictions may severely limit
revenue bonds. Lower debt service the saving in iniirest cost sought
costs reduce the cost of cable Llwrough finaneing by teans <
service. municipal bonds.* The crux of . -
federal tax issue is that a bond
L. With lower system capital costs re- issue which would be used to firarce
sulting from municipal funding, the the construction of the system could
city can anticipate positive cash flow lose its tax-ecxempt status if the
from its system sooner than a privately system were to be leased to a pri-
owned system. Moreover, net revenues vate operator.** Fven if only a
will be larger, since the city does not part of the bond issue¢ would be
pay federal income taxes and capital threatened, this result is dictated
costs are less. This surplus can be by the 1968 revision of the In-
applied to system improvement, lower ternal Hevenue Code which denies
subgeriber costs, or other public the tax-exempt status to bonds where
purposes. a major portion of the procseds are
o used in a trade or business with
5. Financially, municipal ownership can repayment being secured either by
produce more public revenues than the property acquired with the procesds

municipality could realize under fran- . “or by rentals for its use.
chise agreements which restricts it to

3% of annual subscribers fees. (E.g. 3. Municipalities may be required by
the ¢ity of San Bruno, Calif., expects state law to begin debt serviecs with-
-~ $200,000 in surplus revenues in year in a year or eighteen months after
seven alone. This is mich more than ‘the revenue bond issuc. Since :
could be expected in ten years of citizens are not required to become . -
franchise fees.) S subscribers, there is no guarantec
B e - ‘ that the system will generate
6. Most arguments favoring municipal owner~ sufficient revenues to cover debt
- ship focus primarily upon the alloca- service 1n the first years of op-
tion of the surplus or profits gen- ~ eration. L R e
~erated by the system. Many municipal :
* 2/l |
** 2/11




8.

officials see cable as a way to solve
city financial problems through the
production of revenues over a long
period of time. If the municipality
can raise the required capital and -
operate with a negative cash flow for

five years, cable could, at some point,

pay off the debts it has created and
produce a surplus.

There is also the possiblity that
surplus could be uscd for such things
as reducing subscribers fees and in-
creasing services.

Municipalities that operate public

utilities have experience in develop-
ment, construction and operation and
management of systems similar to CTV.

Cities may own the poles or under-
ground conduits necessary for system
construction, thereby lowering de-
velopment costs.

hn

6'

~1

8.

Cities should be prepared for a
heavy lobbying effort by the in-
dustry against municipal owner-
ship, especially at the point of
attempting to raise revenues through
a bond issuance, even facing a

series of delaying lawsuits. If the
industry does not fight the bond
issue, there arc a number of local
sources that might: existing broad-
casters, newspapers, private non-
communications industries, or public
interest groups.

Frequently, the bond iscuing agency
is required by the terms of the tond
contract to raise subscriber rates
without recourse to the public when-
ever the service is threatened with
operating deficits.

During the life of the systen, im-
provements must be made so tn:' the
system does rot become obsolete. 73—
Justments may become necessary to
improve signal strength or raise
charnel capacity. Operating funds

may not be sufficient for the pur-
pose, and the municipally owned
system may have to go into debt again
to make the nzeded changes.

. In many states, revenue bond laws

require--in the interest of financial
security of the bonds--that the rev-
enue producing service be operated

by an independent service or public
authority. California, however, does
not appear to be bound to this re-
quirement.

Federal tax laws gencrate a strong

“subsidy to private industry through

tax credits for operating losses

and depreciation. Thus a private
cable systen operator is buffered -
agalnst the enormous negatlve cash -
flows typical of the cable industry.-'
A *unicipally owned system, since it
pays nc federal income taxes, is not

'similariy protected, and the city can

expect to make up major operating
losses in its cable system operation

‘ for the first 2 to 5 years._‘;j;




9.

10.

11.

12.

A potential dang:x o1 business
failure would be in the r.-tirement
of outstanding debts., General
obligation bonds would place the -
financial burden on the city. How-
ever, revenue bond losses would have
to be absorbed by the revenue bond
holder.

Taxes which might be necessary to
meet new fiscal demands generated

by cable may be met by a growing
dissatisfaction with increased tax-
ation, including commnity sentiment,
which may not support the notion that
municipal ownership is the best long-
run strategy for developing cable TV
potential for local purposss. The
short-run costs may be sufficient to
ceuse considerable political back-
lash when private organizations are
ready to bear these costs.

There is the possibility of law
suits resulting from system oper-
ation. Even though insurance woulu
probably cover the financial
liability, the system owners and
operators may be subject to enough
pressure to adversely affect system
operation and utility.

There are presently 18 municipally
owned systems in the U.S. However,

in most cases municipal systems in~
cluds a significant proportion of
their cubscribers from fringe re-
ception areas. There is no municipal-
ly owned system in existence which
services a clear signal area. Even
the ¢ity of San Bruno CTV system,
which is in one of the 100 largest
markets, includes a fringe arza of
approximately 25 percent of itc sub-
scribers. This fringe area pro-

vides a financial base for the o
eration. Consequently, financial data',
on economic llability of municipally :

~owned systrms is limited.




¢. Operational Factors

Advantages ‘ Disadvantages

1. Private operators have been criticised 1. The ability of the mudcipality to
for building, then not maintaining make capital improvements largely
their system adequately. If this is depends on the availability of oper-
the frenchising experience of a par- ating funds. Opponents to municipal
ticular city, they may have less power ownership point out that municipal-
to insist on quality performance (as ities are less likely than private
opposed to performance "adequate' to companies to make changes because
fulfill general franchise requirements) municipalities must use public funds
than if the municipality owned the to make substantial improvements. In
system. the face of an ever-present need for

revenues for other priorities, the

2. If the city has strong regulatory goals city will have to Justify expenditures

for a system's development, these might for cable improvement to the rubliA,

be casier to carry out if the city owned
the system, particularly by easing the 2. The complexity of cable management—-

procedure of seeking FCC approval of a marketing, financial accounting,
variance from normal standards. advertising competition, contiracting,
A labor, copyright, legal problems,

3. Some clalm the municipality will moni- weather problems, maintenance, in-
tor technological improvements and surance, and other vexing problems--
make them more often and more readily constitutes a negative factor for
than private operators. The rationale municipal ownership as the npunici-
is that the municipality's first concern pality has no viable operational
is the public interest and that, as the experience in the CTV industry.

most direct link to the populace, it will
respond to subscribers' demands to main-
tain a high quality system.

L. Cities that own and operate electric
and water utilities already share a
number of operational similarities
with cable: utilities have employees
with many of the necessary skills for
cable installation and service, with
experience in handling service calls,
bookkeeping and billing.




B. Nonprofit Organizations”

1. Introduction

An increasing form of public ownership of cable television systems is evident
in the nonprofit corporation typey of which there are some 60 in operation in this
country.

A nonprofit private corporaiion is pertinent to modern cable television because
it is a hybrid between public and private enterprises. Nonprofit status assures that
management will not have a financial obligation to stockholders. It eliminates
municipal management of the cable system as well. Depending upon its charter, a
nonprofit corporation may be exempt from paying income taxes, thus increasing the
possibility for retention of funds for local purposes, in addition to being able
to provide cable service to the subscriber at a lower cost.

It is necessary to identify and resolve the legal problems relative to
establishing a public corporation and to determine how its potential member
organizations, particularly cities and schools, may participate and commit public
funds to partially offset the initial operational costs.

So as to develop a detailed description of the proposed agency's goals and
objectives, and specifically to identify the types of services that will be mada
~available to member organizations, it is necessary to ascertain the position to
be taken on questions such as these:

a. What is the main function of the corporation, i.e. would it own
and operate the cable system or would the municipality own the
system and the nonprofit corporation operate it? (Of interest in
this connnection is the cable system in Frankfurt, Kentucky, where
originally the system was owned and operated by the city. However,
the city soon felt it was not able to menage the system in the
best possible way, and a nonprofit corporation was created to operatc
the system while the city retained ownership.)

b. What type of a governing body would there be and what relationghip
would it have to the community and the city?:

X ¢, Should thehgzrporation have different types of memberships?

d. What are the projected staff needs during the first five years,
and what duties will they perform?

e. Would noncorporate entities be eligible for services?

‘1 26!  L




1.

24

W

2. Advantages and Disadvantages of Nonprofit Organizations

a. Public Interest

Advantages

Corporate management is free to empha-
size as much public service as prudent
expenditures will permit.

Increased involvement of the community
members in the corporation should im-
prove public involvement in the develop-
ing and utilization of local program-
ming.

. Because management is locally based, de-

cision~making would be local and more
responsive to public need.

+ Management is free of municipal control.

b. Financial

+ Nonprofit corporations, under some

circumstances, are allowed by the
Internal Revenue Service to issue
tax-exempt bonds to be issued on
behalf of a political subdivision

of a state, thereby significantly de-
creasing the cost of capital outlay.

An example of sources from which the
initial "risk capital* amount of money
could be obtained would be foundations,
participating nonprofit organizations
and a variety of governmental agencies.*
Additional benefits may be derived by
utilizing as a source of capital such
as loan guarantees and interest sub-
sidies. Loan guarantees by agencies op
foundations have been suggested as a
method of making lending institutions
more receptive to extending loans to
nonprofit corporations ereated for the
development of public cable.

“Already there have been successful
~examples of the nonprofit corporation

~approach in cable construction and

operation, such as the joint effort

=
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or provided by the corporation.

Disadvantages

Nonprofit management may, to a degree,
substitute for subscriber wishes its

own conception of the public interest.
The city regulatory mechanism would

have to provide balancing incentives.
Whether this arrangement would be .
more in the public interest than the
relationship between the city and a
profit maker is fundamentally a value
Judgment . ' :

Special interest groups might gain
control of the system and proselyte
the system to its own interests.

Difficulty in assembling a community-
based organization which would act as

a catalytic agent necessary to design
the basic corporate framework and
management system and, more importantly,
to raise initial risk capital required

to obtain the additional borrowed capital
necessary to sustain the corporation
through its early unprofitable years.

The current high interest cost for risk
capital would tend to reduce the feas-
ability of borrowing money during periods
of extreme high interest rates. The
degree to which this would be a dis-
advantage would be determined primarily
by the percentage of the system rasied

The less
amount, needed to be borrowed by the '

corporation, naturally, the lower the
interest rate. '

Although it 1is feasible for a nonpfofit‘If
corporation to secure capital through the
isuance of tax-exempt bonds pursuant to

- IRS Revenue Ruling 63-20, this form of

- financing may run

contrary to state laws

relating to municipal finance. Careful

serubiny of such laws must be included in

’:explqringnthiS‘facethf prlic!finaan. ;f1

s e s



of the United Chureh o Christ and

the Harford Insursnce Co., ana Norwalk
and Waterbury, Conn. A dirferent ap-
proach using the same basic concept is
using the combination of public municipal
ownership in combiration with a sep~
erate non-profit corporation operating
the system.

Overall advantage to this approach is
that flnanvlug required to build and
operit. tis system has lower interest

cost which reduces the overall total

cost of system development and use, there-
by providing opportunity of reducing in-
stalation and subscriber fees, and in-
creasing resources for the development

of public service-oriented activities.

An appropriately constructed governing
board would provide a non-profit corp-
oration with consulting services
which could donate management at no
cost, thereby reducing costs.

Profits generated by a non-profit corp-
oration would be retained in the com-
minity instead of being paid as
dividends to absentee share holders.

¢. Operational

. Such a nonprofit organization might

contract with a private, profit-seek-
ing corporation to operate the cable
system, retaining for itself the
ownership and policy-making functions.
As an alternative, a nonprofit group
wdght negotiate with a private operator
to share ownership of the system in a
Joint venture with the non-profit corp-
cralbion rudntaining controling interest.
The organization would maintain local
control over the system's operation while
utilizing management and technieal
capabilities of private enterprise.

A broadly based, properly constituted
local corporation would be more sensitive

“to commnity needs and would be motivated

?‘~'; to allocating a higher portion of the

- system's resources for reducing subscriber
~ costs and improvement of public services.

s

1.

Being able to bring together a diverse
group of local representatives who °

~ have the time, business experience and

2.

motivation and capability to work to-
gether to provide necessary leadership to
develop, operate and manage the CTV
system. can be an almost impossible task.

Voluntary-type of leadershlp is, in
many cases, transgitory and difficult to
maintain viable board of corporate

directors who would be capable to pro-

- vide leadership and continuity to the

corporation.

In the selection of board menbers from G
a diverse group of participating organ-—

izations making up a non-profit board,vrig
- political struggles could result, there~ﬁ¥

by providing substandard members which

‘might adversly affect the system'

fmanagement._-
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3¢ The careful selection of an L This typo of organizationsal énd opar -

advisory committee whiech brings ational system rdght casue management

together a variety of appropriate problems because of the self-interests

speclalized skills related to GTV promoted by individuals and groups

system operation can provide valuable congtituting the corporation.

consultant resource material to ‘ :

management. 5. It might be more difficult tb hire capabl

management personnel to work in a system

4. Iocal ownership and operation of the governed by a non-profit oriented lay

system not only makes it more re- board of decision-makers representing a

ceptablie to the needs of the com- variety of interest levels.

munity and subscribers, but also be-

cause it is geographically available
to them.

5. This type of system organization would
make it possible to develop and im-
plement affirmative action personnel X
policies regarding the hiring of em~
ployees and the purchasing of equip~
ment and supplies. This should serve
as a positive influence in dealing with
local unemployed, underemployed and
lack of adequate opportunities for
minority parties and businesses.

T+ Special Publie Authority Model

1. Introduction

A Special Public Authority may be the best means of providing cable television
services to contiguous geographical areas encompassing more than local government
Jurisdiction. Such regional service may be desirable in terms of economy {one
head-end and studio facility; one set of management and administration-personnel;
larger market area and revenue base to Justify rmore sophisticated technology and
programming) and in terms of uniting with one communications link interdependent
area having commor interests. 1If g cable television system is to be limited to a

single Jurisdication, then it should be under direct control of general purpose
local government. R

There are two possible approaches to establishment of & Spe¢ial Publie Authority:
(a) state enabling-legislation that would permit establishment of a "special district™
for the spzeific purpose of financing, constructing, operating and maintaining a cable

‘television systemi* (b) a Joint exercise of powers agreement between two or more local
Jurisdictions.

‘the same manner as a city franchise to a private operator. ** 'Further,,the‘legislation. ,:
~_:or agreement would Specify the method of selection of members of the governing board, B
- elther election or appointment, by city councils of the Jurisdictions involved in
~accordance with an equal raprecentation formila. o T e Rl

L e
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2. Organization

&« Membership

Whether elected or appointsd, members of the governing board should meet
certain minimum qualifications to ensure a knowledgeable interest in cable com-
munications. Backgrounds in business, finance, education, law, and communications
gshould be represented, if possible, because of the nature of decisions that will
have to be made. Thought should also be given to structuring the governing board
to ensure representation of a cross~section of the commnity's groups and
organizations.

t:. Restrictions Imposed Upon Members

(1) Members should be subject to conflict of interest regulations
similar to those governing actions of city councilmen and other
public offlcials.

(2) The legislation or agreement should contain provisions binding
members to act in aceorvdance with the terms of the legislation
or agreement..

(3) Meetings should be announced in advance and open to the public.

¢. Areas of Responsibility
(1) Define the type of system to be built, determine the bid
specifications, design application procedures, evaluate and
select the bids.
(2) Construction of the system.
(3) Operation of the system.
(a) Business management.
(b) Regular programming and local origination programming.
(¢) Supplying channels, equipment, and facilities to agencies
responsible for programming the free municipal, educational,
and public access channels.

(d) Administration of ¢xcess channel leasing.

(e) System for public information and prompt handling of
. complaints.

(4) System maintenance, scheduled evaluation, and improvement of
: the system's capabllity and operation.~

d. Staffing , < |
The Special Public Authority would be . permitted to hire sufficxent staft to

- fulfill its responsibilities and to contract for equipment, supplies, and services
as necessary- - = e : ; R




Deciuiony as to wiat shoulld be done by staff and what should be done by

contract are matters of management
set of circumstances to another.
general-purpose jurisdictions

Judgment which may vary from one location and
The possibility of contracting with the sponsoring
for business management and certain construction

and maintenance work should not be overlooked.

3. System Construction and Operational Alternatives

a. The system could be constructed by a private enterprise and operated

by the special public authority's staff.

. Construction could be accomplished by the special public authority

and operation of the system could be

subcuntracted to a private enterprise.

¢« A subcentract could be issued for both the system construction and
operation with different cor same organtzations.

4., Advantages and Disadvantaggshof the Special Publie Authority Model

a. Public Interest

Advantages

L. A better, more efficient cable tele-
vision service can be provided if two
or more small cities join together,
forming a larger market area and avoid-
ing duplication of certain facilities
and equipment. The suggested optimum
scale of economy would be a system of
approximately 10,000 subscribers.

2. dWhevre citizens feel strongly that their
city councils may not be responsive to
public opinion and community needs

sufficiently, a separate public authority

dealing solely with CTV would provide
grrater influence and control over the
system's management and operation.

R¥S)

" the zoverning board is structured

to be broadly representative of the
community, the decision-making process
will more closely reflect the puhlic's
will than do elected city councile. 1In
ather words, there may be less politics
involved in the decision-making process.

‘f;kg. The increased participation'of the com-

Disadvantages

1. A separate public authority for cabl-
TV purposes may result in duplication
of municipal agencies which might be-
come competitive instead of cooperative,
and, therefore, would tend to diminish

the degree of public service provided
by the system.

2. Experience with special public author-
itiss or “special districts" in Calif-
ornia has shown that these organizations
tend to become "invisible' and are less
responsive to public opinion and needs
than gencral purpose.

3. Proliferation of public authority has

cauged concern on the part of some
legislators, many of whom appear in-
creasingly reluctant to create legis~
lation which would establish special
interest commnity agencies.

munity in the control and operation of the -

‘CTV system would promote higher degrees

of community involvement in the system.
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Advantages

Feonomizg of arooscion and taintenance
would be reslized by a multi~

Jurisdictional cable belevision
stallation, thereby
all financial

in-
raducing over-
requirenents.

Facl ~ 0oy througn sile 02 revenue
bonds would not. ceirire Alvegting

other Funds necessary tor oLher ssgential
municipal services.

3+ Enabling lngislation can be written

to permit sale of revenue bonds with--
out approval by the electorate, asg

1s required under some general purpose
government chartora.

4. Capital outlay, in terms of interest,
cost, would be sigrdficantly deereased
by using tax-excmpt oonds, thereby re-
sulting in lowsr subseriber costs.

¢ Queratioral

A spacial publie autnority model

may provide more ypublic serutiny
- aver operations to ensure pro-

tzation of the public interest.

policy-makiry body and exec-
utive staff would oe dedicated to
cable 1otaigtinn matbers and wogld
thercfore be more eflective in im-
ol dag and operating a cable
velevision system.

[

e A peciog rotlig antoprity wWonld
Provide yor rore effeciive use of the
free public ernine) s than wouid a
private operats: andep . :

a
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A special nublic authority medel
cLovercone the Semeoniy hald fear of

- goverament control of communications,
which may be an issue under the
minicipal owmership model,

The governing tody namperasd by the

 profit~m¢tiv¢;conStraint i ght be more

3

Cooprene e nndeptake more creative ex-
- perienzoy ﬁésiamﬁﬁita‘mgve adoquately
. mee;;the;pommugitz{s[n&éds. e
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Disadvantages

Railsing ot capital resources might be
difficult for the following reasons:
(a) the State may be reluctant to form
4 special district ard revenue bond
capacity to finanee it; (b) revenue
bonds for this type of high risk enter-
prise would be difficult to sell, even
though they carry a higher interest ratej
(This disadvantage could be overcome by
discounting the face value of the bonds
which would thereby proportionally in-
Crease the interest cost, resulting in

increased service debt for the authority.)
(¢) general ordinance bonds that would

require any type of bonding format re-
quiring publi. approval and whose
principle value in interest would be
guaranteed by municival tax revenues,
would be difficult to get tax payery’
“pproval.

There niay be more opportunity for un-
scrutinized, behind-the-scenes decision
waking because of the traditional "in-
visivility" of the special district form
of < .snization.

Scparate oropriety agenciey sometimes
become Leo independent and fail to ¢o-
ordinate wit) other pelevant public
policy makers, resulting in decreasing’
cooperation with runicipal governrent,
to coordinate services to the same
constituents.,




VI. Summary

CHOICE NOT CHANCE. "Cable television today," wrote the Sloan Cormission on
Cable Communication, "is at a stage where the general exercise of choice is still
possible. If for no better reason than that there is a history of government
regulation in the field of television, it remains possible by government action to
prohibit it, to permit it, or to promote it almost by fiat. Citizens may still
take a hand in shaping cable television's groth and institutions in a fashion that
will bend it to society’s will and socinty's best intentions. Tt is not as yet
encumbered by massive vested interests, although that day may be no _onger remote.
It is not «u yet so fixed a part of the national scene, as for example conventional
television is, that it appears almest . wotic to attempt to redirect its energles.
There is, in short, still time.*

EDUCATIONAL PROCESS. The Iirst and most important step to be taken by any
group of city decision-makers relative tc cable TV is Lo become knowledgable, not
so much in the technological aspects of CIV, ag with various ownershiy options,
the available alternatives in writing a cable television ordinance, and the most
advantageous means of putting together a cable franchise. The general public must
also be made aware of the basic capabilities of cable television, what cable is,
what it is not, and how it can serve the viewers, both in public services and as
entertainment. With a good background in cable TV information, the orderly, most
direct proceduce can be implimented in bringing cable tLelevision to the community.

As the Sloan Commission reported, *“Cable technology, in concert with other
allied technologies, seems to promise a commmunications revolution.' Cable TV
as a viable means of communication, not only within the separate community, but
also intercommunity and nation-wide, is recugnized as a prime commnications
revolution. Although it is difficult to pinpoint the date in time when the
revolution will break out in full force, the time is now to begin becoming informed
concerning cable communications and its ramifications. "The problem of the inner
city," wrote the Sloan Commission, "will not be snlved by communication alone, but
communications may be brought to play a most -significait part. If cable technology
proves indeed to be the heart of a communications revolulion, its impact upon society's
most immadiate needs might be enormous."

In the great amount of literature now emerging on cable television, a few
~ stand sut as being exceptional. Among these are the publications of the Cable
Television [nformation Center of the Urban Center, 2100 M Street, N.W., Washington,
D.C. 20037, prepared in a loose-leaf binder format and sectioned for easy reference.
These publications are continually updated. In addition, valuable cable -information
is available from several publications produced by The Rand Corp., 1700 Main Street,
Santa Monica, CA 90406.

Both publications provide the two basic ingredients for local decision-
~making: (1) the background information nec:ssary prior to decision-making, and (2) ;
~ a decision-naking process that involves botk city monagement and representative - ©

_comrunity groups..
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